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INTENT TO INCREAS E EQUITY (DOCKET no. E-01345A-08-0228)

Arizona  P ublic S e rvice  Compa ny ("AP S "), a n Arizona  Cla s s  "A" pLT5liCS e wT:e  Litilft
provide s  e le ctric dis tribution s e rvice s  to  a pproxima te ly 1 .1  million cus tome rs . AP S  is  a
subs idia ry of P inna cle  We s t Ca pita l Corpora tion ("PNW"). APS ' curre nt ra te s  we re  a pprove d in
Decision No. 69663, da ted June  28, 2007.

On Ma y 2 , 2008 , AP S  file d  a  no tice  o f in te n t to  incre a s e  e qu ity with  the  Arizona
Corpora tion  Commis s ion  ("Commis s ion"),  a s  re qu ire d  by Arizona  Admin is tra tive  Code
("A.A.C.") R14-2~803.

AP S  e xpe cts  to ha ve  a n a pproxima te  $400 million a nnua l ca s h flow s hortfa ll due  to a
diffe rence  be tween the  funds  rece ived from opera tions  and its  capita l needs . APS indica te s  tha t
it is  fa cing subs ta ntia l ca pita l ne e ds  tha t e xce e d one  billion dolla rs  in 2008 a nd will continue  to
be  subs tantia l in the  foreseeable  future . APS furthe r s ta te s  tha t the  reques ted equity inves tment
is  ne ce s s a ry for the  Compa ny to ma inta in inve s tme nt gra de  cre dit ra tings  a nd to  improve
fina ncia l s ta bility.

PNW indica te s  tha t it inte nds  to infuse  a  tota l of up to $400 million into APS  in the  ye a r
2008, from the  proce e ds  of P NW common s tock sa le s . AP S  doe s  not a nticipa te  tha t the  $400
million e quity inve s tme nt will impa ct APS ' cos t of se rvice  a nd cos t of ca pita l in the  fore se e a ble
tiL1ture.1

A.A.C. R14-2-803.A s ta te s  tha t, "Any utility or a ffilia te  inte nding to orga nize  a  public
utility holding compa ny or re orga nize  a n e xis ting public utility holding compa ny will notify the
Commis s ion's  Utility Divis ion in writing a t le a s t 120 da ys  prior the re to." De cis ion No. 58063,
da ted November 3, 1992, s ta tes  tha t a  public utility holding company increas ing or decreas ing its
fina ncia l inte re s t in a n a ffilia te  would be  cons ide re d a  re orga niza tion a nd the re fore  would be
s ubje ct to  A.A.C. R14-2-803. De cis ion  No. 58063  a ls o  e xe mpts  P NW or AP S  from the
re quire me nt of informing the  Commis s ion of a ny re orga niza tion of a n a ffilia te  inte re s t if the

RE:

1 APS currently has a rate case in progress under Docket No. E-01345A-08-0172.
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inve s tme nt a mount doe s  not e xce e d $150 million in one  ca le nda r ye a r. A.A.C. R14-2-803.A
dire cts  the  Compa ny to include  ce rta in informa tion re la te d to the  re orga niza tion in its  notice  of
inte nt. The  informa tion provide d by AP S  in  the  a pplica tion a nd s upple me nte d by furthe r
discove ry Hom Sta ff is  sa tis factory.

A.A.C. R14-2-803 .C s ta te s  tha t, ".. .  the  Commis s ion  ma y re je ct the  p ropos a l if it
de te rmine s  tha t it would impa ir the  fina ncia l s ta tus  of the  public utility, othe rwise  pre ve nt it from
a ttracting capita l a t fa ir and rea sonable  te rms , or impa ir the  ability of the  public utility to provide
safe, reasonable and adequate service."

S che dule  P MC-1, a tta che d, pre s e nts  AP S ' ca pita l s tructure  a s  of Ma rch 31, 2008
(Co lumn  A), a nd  4  p ro  fo rma ca pita l s tructure  including the  propos e d $400 million e quity
infus ion (Column B). Column A s hows  tha t AP S ' e xis ting ca pita l s tructure  cons is ts  of 3.0
pe rce nt short-te nn de bt, 44.7 pe rce nt long-te rm de bt a nd 52.3 pe rce nt e quity. The pro  forma
ca pita l s tructure  re fle cting the  propos e d $400 million inve s tme nt is  compos e d of 2.8 pe rce nt
short-te rm debt, 42.1 percent long-te rm debt and 55.1 percent equity.

For utilitie s  with a cce s s  to the  ca pita l ma rke ts , S ta ff typica lly re comme nds  a  ca pita l
s tructure  within 40 to 60 pe rcent equity of tota l capita l (short-te rm debt plus  long-te rm debt plus
common equity) as  appropria te  to provide  a  ba lance  of cost and financia l risk.2

The  a ppropria te  ca pita l s tructure  for a  pa rticula r utility a t a ny spe cific time  is  de pe nde nt
on va rious  ope ra tiona l a nd ge ne ra l e conomic conditions . P roviding AP S  a uthoriza tion to is sue
e quity ca pita l combine d with its  e xis ting a uthoriza tion to is s ue  de bt would a s s is t its  e fforts  to
mainta in a  capita l s tructure  tha t re flects  its  pa rticula r circumstances  in recognition of the  broader
economic conditions .

S ta ff conclude s  tha t a uthoriza tion to incre a se  e quity by up to $400 million dolla rs  would
a s s is t AP S ' e fforts  to ma inta in a  ba la nce  of cos t a nd fina ncia l risk in its  ca pita l s tructure  while
funding its  capita l expenditures .

S ta ff furthe r conclude s  tha t the re  is  no fina ncia l ba s is  unde r A.A.C. R14-2-803.C. to
re ject APS ' re capita liza tion plan.

2 Decision No. 69947, dated October 30, 2007, ordered APS to have a minimum common equity ratio of 40.0
percent immediately subsequent to the issuance of any continuing long-tenn debt.
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S ta ff furthe r conclude s  tha t no de te nnina tion of the  ra te ma ldng tre a tme nt of the  e quity
infus ion is  necess ity or appropria te  in this  docke t.

S ta ff recommends approva l of the  reorganiza tion.

K f .

00
QV Ernest G. Johnson

Director
Utilities Division

EGJ :P MC:]hm\AH

ORIGINATOR: P e dro M. Cha ve s



Arizona Public Service Company
Docket No. E-01345A-08-0228
Notice of intent to increase equity

Schedule PMC-1

1A1'
3/31/2008

(O00's)

[BF
Pro Forma

(000's)

Short-term Debts $191,939 3.0% $191,939 2.8%

Long-term Debt $2,876,862 44.7% $2,875,862 41 .8%

Common Equity $3,369,966 52.3% $3,819,966 55.5%

Total Capital $6,438,767 100.0% $6,888,767 100.0%

1 Column [A] is based on APS' financial information for the quarter ended March 31, 2008, as portrayed
on the form 10-Q filed with the SEC.

2 Column [B] is Column [A] adjusted to reflect the proposed $400 million equity infusion.
el Shor-term debt inclusive of commercial paper and current maturities of long-term debt.

Sz/AR/080228 attach.xls/Schedule PMC-1 (10-Q)
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1 0

IN THE MATTER OF PINNACLE WEST
CAPITAL CORPORATION TO PROVIDE
NOTIFICATION OF ITS INTENT TO
INCREASE ITS EQUITY INTEREST IN
ARIZONA PUBLIC SERVICE COMPANY
UNDER A.A.C. R14-2-803

ORDER

Open Mee ting
July 29 and 30, 2008
P hoe nix, Arizona

B Y T HE C O MMIS S IO N:

FINDING S  O F  FACT

Arizona Public Service Company ("APS"), an Arizona class "A" public service

utility that provides electric distribution services to approximately 1.1 million customers. APS is a

subsidiary of Pinnacle West Capital Corporation ("PNW"). APS' current rates were approved in

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20 Decision No. 69663, da ted June  28, 2007.

2 1 2 .

2 2

2 3

24 APS expects  to have  an approximate  $400 million annua l cash flow shortfa ll due  to

25 a  diffe rence  be tween the  funds  rece ived from opera tions  and its  capita l needs . APS indica tes  tha t

25 it is  facing subs tantia l capita l needs  tha t exceed one  billion dolla rs  in 2008 and will continue  to be

27 subs ta ntia l in the  fore se e a ble  na ture . APS  furthe r s ta te s  tha t the  re que s te d e quity inve s tme nt is

28

On Ma y 2, 2008, AP S  file d a  notice  of inte nt to incre a s e  e quity with the  Arizona

Co rp o ra tio n  Co mmis s io n  ("Co mmis s io n "),  a s  re q u ire d  b y Arizo n a  Ad min is tra tive  Co d e

("A.A.C.") R14-2-803 .

3.

1 .
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1

2

ne ce ssa ry for the  Compa ny to ma inta in inve s tme nt grade cre dit ra tings  a nd to improve  fina ncia l

s ta bility.

4.3 PNW indica te s  tha t it inte nds  to infuse  a  tota l of up to $400 million into APS  in the

4 year 2008, from the  proceeds  of PNW common s tock sa les . APS does  not anticipa te  tha t the  $400

million e quity inve s tme nt will impa ct AP S ' cos t of s e rvice  a nd cos t of ca pita l in die  fore s e e a ble

future .l

5

6

7 A.A.C. R14-2-803.A s ta te s  tha t, "Any utility or a ffilia te  inte nding to orga nize  a

8

9

10

11

public utility holding compa ny or re orga nize  a n e xis ting public utility holding compa ny will notify

the  Commiss ion's  Utility Divis ion in writing a t le a s t 120 da ys  prior the re to." De cis ion No. 58063[

da ted November 3, 1992, s ta te s  tha t a  public utility holding company increa s ing or decrea s ing its

fina ncia l inte re s t in a n a ffilia te  would be  cons ide re d a  re orga niza tion a nd the re fore  would be

12

13

s ubje ct to  A.A.C. R14-2-803. De c is io n  No . 5 8 0 6 3  a ls o  e xe mp ts  P NW o r AP S  fro m th e

re quire me nt of informing the  Commis s ion of a ny re orga niza tion of a n a ffilia te  inte re s t if the

14 inve s tme nt a mount doe s  not e xce e d $150 million in one  ca le nda r ye a r. A.A.C. R14-2-803.A

15

16

17

18

19

dire cts  the  Compa ny to include  ce rta in informa tion re la te d to the  re orga niza tion in its  notice  of

inte nt. The  informa tion provide d by the  Compa ny in the  a pplica tion a nd supple me nte d by furthe r

discove ry from S ta ff is  sa tis factory.

6. A.A.C. R14-2-803.B s ta te s  tha t "The  Commis s ion will, within 60 da ys  from the

re ce ipt of the  notice  of inte nt, de te rmine  whe the r to hold a  he a ring on the  ma tte r or a pprove  the

20 organiza tion or reorganiza tion without a  hea ring."

21 A.A.C. R14-2-803.C s ta te s  tha t, " .. the  Commis s ion ma y re je ct the  propos a l if it

22

23

24

25

26

de te rmine s  tha t it would impa ir the  fina ncia l s ta tus  of the  public utility, othe rwise  pre ve nt it from

a ttra cting ca pita l a t fa ir a nd re a sona ble  te rms , or impa ir the  a bility of the  public utility to provide

safe, reasonable and adequate service."

APS' capita l s tructure  as  of March 3 l , 2008, consis ts  of 3.0 percent short-te rm debt,

44.7 pe rce nt long-te rm de bt a nd 52.3 pe rce nt e quity. Apro forma capita l s tructure  re fle cting the

27

28 1 APS currently has a rate case in progress under Docket No. E-01345A-08-0172.

5.

7.

8.

De cis ion No.
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proposed $400 million inves tment is  composed of 2.8 pe rcent short-te rm debt, 42.1 pe rcent long-

term debt and 55.1 percent equity.

For utilitie s  with access  to the  capita l marke ts , S ta ff typica lly recommends  a  capita l

s tructure  within 40 to 60 pe rce nt e quity of tota l ca pita l (short-te rm de bt plus  long-te rm de bt plus

common equity) as  appropria te  to provide  a  ba lance  of cost and financia l risk.2

10. The  a ppropria te  ca pita l s tructure  for a  pa rticula r u tility a t a ny s pe cific  time  is

dependent on va rious  ope ra tiona l and gene ra l e conomic conditions . P roviding APS authoriza tion

to issue  equity capita l combined with its  exis ting authoriza tion to issue  debt would a ss is t its  e fforts

to mainta in a  capita l s tructure  tha t re flects  its  pa rticula r circumstances  in recognition of the  broader

economic conditions .10

1 1 CONCLUS IONS  OF L AW

1 2 AP S  is  a n Arizona  public s e rvice  corpora tion within the  me a ning of Article  XV,

Section 2 of the  Arizona  Cons titution.1 3

1 4 2. Th e  Co mmis s io n  h a s  ju ris d ic tio n  o ve r AP S  a n d  th e  s u b je c t ma tte r o f th e

1 5 applica tion.

1 6

1 7

Authoriza tion to incre a s e  e quity by up to $400 million dolla rs  would a s s is t AP S '

e fforts  to ma inta in a  ba la nce  of cos t a nd fina ncia l ris k in its  ca pita l s tructure  while  funding its

1 8 capita l expenditures .

4.1 9 Th e re  is  n o  fin a n c ia l b a s is  u n d e r A.A.C .  R 1 4 -2 -8 0 3 .C .  to  re je c t  AP S '

20

21

recapita liza tion plan.

No de te rmina tion of the  ra temaking trea tment of the  equity infus ion is  necessa ry or

22 appropria te  in this  docke t.

23

24

25

26

27 2 Decision No. 69947, dated October 30, 2007, ordered APS to have a minimum common equity ratio of 40.0 percent
immediately subsequent to the issuance of any continuing long-term debt.

28

9.

3.

1 .

5.

De cis ion No.



CHAIRMAN COMMISSIONER

COMMISSIONERC OMMIS S IONER COMMISSIONER

IN WITNESS WHEREOF, 1, BRIAN c. McNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto, set my hand and caused the official seal of this
Commission to be affixed at the Capitol, in the City of
Phoenix, this day of , 2008.

BRIAN C. McNEIL
EXECUTIVE DIRECTOR

DIS S ENT:

DIS SENT :

EGJ :PMC :1hm\AH

Decision No.

1
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ORDER1

2 IT IS  THER EF OR E OR DER ED tha t P inna c le  W e s t C a p ita l C orp ora tion  a nd  Ariz ona

3 P ublic  S e rvice  Colnpa ny's  Notice  of Inte nt to Incre a s e  Equity a s  s e t forth in the  a pplica tion a nd

4 here in, is  he reby approved.

5 IT IS  FURTHER ORDERED tha t this  De cis ion s ha ll be come  e ffe ctive  imme dia te ly.

6
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9

10
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27

28

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION
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DO CKE T NO .  E -01345A-08-0_28

2

3

4
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Pos t Office  Box 53999 MS 8695
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Mr. Ernes t G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007
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Ms . J a nice  M. Alwa rd
Chie f Counse l, Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007
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